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Message Text 

UNCLASSIFIED 

PAGE 01 ROME 17243 150720Z 
ACTION EUR- 12 

INFO OCT-01 ISO-OO SP-02 ICA-20 AID-05 EB-08 NSC-05 
TRSE-00 SS-15 STR-07 OMB-01 CEA-01 CIAE-00 
COME-OO FRB-01 INR-10 NSAE-00 XMB-04 OPIC-06 
LAB-04 SIL-01 /103W 

046463 161027Z/21 

R 141615Z SEP 78 
FM AMEMBASSY ROME 
TO SECSTATE WASHDC 5921 
TREAS DEPT WASHDC 

UNCLAS ROME 17243 

PASS FRB 

E.O. 11652: N/A 
TAGS: EFIN, IT 

SUB J : ITALIAN BANKS LOWER PRIME RATE AND INTEREST ON 
DEPOSITS 

REF: A. ROME 16374, B. 1977 ROME 19921 

1 . THE EXECUTIVE COMMITTEE OF THE ITALIAN BANKERS' 

ASSOCIATION HAS REDUCED THE PRIME LENDING RATE BY ONE 
PERCENTAGE POINT TO 15 PERCENT, AND THE GROUP OF 14 LARGEST 
ITALIAN BANKS (THE SO-CALLED CARTEL) HAVE AGREED ON LOWERING 
THE MAXIMUM RATE PAID ON THE MOST REMUNERATIVE DEPOSITS ALSO BY 
ONE PERCENTAGE POINT (TO ABOUT 9.5 PERCENT). THE NEW RATES 

ARE EFFECTIVE FROM SEPTEMBER 20. 

2. BOTH THESE MOVES HAVE BEEN ANTICIPATED SINCE THE OFFICIAL 
DISCOUNT RATE REDUCTION TO 10.5 PERCENT, WHICH WAS ANNOUNCE 

ON SEPTEMBER 1, THE DAY AFTER THE PUBLICATION OF TREASURY MINISTER 
PANDOLFI'S THREE- YEAR ECONOMIC PLAN (REF A). IT IS REPORTED THAT 
BANKS HAVE BEEN SHAVING THE CURRENT PRIME RATE OF 16 PERCENT 
(IN EFFECT SINCE DECEMBER 1977)FOR SOME MONTHS. 

UNCLASSIFIED 

UNCLASSIFIED 

PAGE 02 ROME 17243 150720Z 


3. INTERST RATES HAVE DECLINED SUBSTANTIALLY FROM THEIR MOST 
RECENT PEAKS, AT THE END OF 1976. THE NEW PRIME RATE IS 4.5 
PERCENTAGE POINTS LOWER THAN ITS PEAK OF 19.5 PERCENT. 

DURING THE SAME PERIOD INFLATION HAS DECLINED FROM AROUND 20 
TO 13 PERCENT, AVERAGE ANNUAL RATE, AND THE FORWARD DISCOUNT ON 
THE LIRA HAS COME DOWN FROM AROUND 9 PERCENT A YEAR AGO TO ABOUT 
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4 PERCENT AT PRESENT, ANNUAL RATE. IF ANTICIPATED INFLATION IS 
TAKEN AS ROUGHLY EQUAL TO CURRENT INFLATION, THE ITALIAN 
PRIME RATE IN REAL TERMS WOULD APPEAR TO HAVE RISEN SOMEWHAT 
DURING THE PERIOD AND NOW BE SLIGHTLY POSITIVE. ON THE OTHER 
HAND, INTEREST RATES PAID TO INDIVIDUAL SAVERS, PRESENTLY ABOUT 
9.5 PERCENT, CONTINUE TO BE NEGATIVE IN REAL TERMS. INTERNATIO- 
NALLY, THE ITALIAN PRIME RATE WILL CONTINUE TO BE RELATIVELY 
HIGH, EVEN AFTER TAKING ACCOUNT OF THE RISK OF LIRA DEPRECIATION 
AS INDICATED BY THE FORWARD DISCOUNT. THE "COVERED" DIFFERENTIAL 
IN FAVOR OF BORROWING DOLLARS ABROAD RATHER THAN LIRA HAS 
NARROWED BUT REMAINS POSITIVE.GARDNER 
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